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The Logic of Choosing the Economic System in China 
Hongjun Yu 
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ABSTRACT ARTICLE HISTORY 
Most people in academia conclude that the market economic Received 9 April 2020 
system is superior to the planned economic system when arguing Revised 26 May 2020 
about the relative advantages of the two economic systems. The Accepted 5 June 2020 
experiences of China before the reform and opening-up and of 
the former Soviet Union, however, demonstrate that the planned <a iaella 

; y p ; ; Planned economic system; 
economic system has shown great advantages in the economic market economic system; 
development of these two countries, playing irreplaceable roles economic system reform; 
in the industrialization processes of these two countries and two miracles of the new 
creating unique miracles. The main views of this article are as China 
follows: (a) Both the planned and the market economic systems 
have their advantages and disadvantages in improving the 
efficiency of resource allocation and promoting economic and 
social development. The advantages and disadvantages of the 
market economic system are precisely the opposite of those of 
the planned economic system; (b) The selection of the economic 
system can be effectively carried out in accordance with the 
principle of making good use of strengths and bypassing 
weaknesses given the stages of economic development; (c) 
Socialist countries should promptly advance the transition from a 
planned economic system to a market economic system after 
completing the tasks of the initial stage of industrialization. 


For the past 40 years since the reform and opening-up of China, the most crucial inno- 
vation in economic theory in China has been the formation and development of the the- 
ory of the socialist market economy, and the most significant innovation in economic 
system in China is the establishment and improvement of the socialist market economic 
system. These two pieces of innovation are the reasons why China has created economic 
miracles since the reform and opening-up policy. This is a conclusion on which academia 
agrees. The academia, however, has various and, in some cases, fundamentally contra- 
dicting explanations of this conclusion. An objective analysis of the success of China’s 
economic reform needs to unify theory and practice, combine history and reality, and 
examine China’s situation from a comparative international perspective. It needs to 
answer the following questions: Why did China choose a planned economic system at 
the outset? What changes did the planned economic system bring to China? Why did 
China decide to move from a planned economy to a socialist market economy? How 
can China’s socialist market economic system succeed? What can we learn from the 
selection, reform, and development of China’s economic system? 
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1. The Historical Inevitability of China’s Choosing a Planned Economic 
System 


Since the late 1970s, China has implemented market-oriented reforms, establishing 
reform goals for the socialist market economic system. Some people have argued that 
China’s choice of a planned economic system was a random historical mistake and 
that China should have chosen a market-oriented economic system initially. I do not 
agree with such a claim. On the contrary, I believe that one will realize that China’s choice 
of the planned economy was necessary if she or he reexamines the historical facts. 

Why did China choose the planned economic system? First, a fundamental reason is 
that the primary economic law of socialism is proportional development with a plan. 
How do we understand “proportional development with a plan?” We ought to say that 
“proportional development” is an economic law, and “planning” is a prerequisite for 
achieving “proportional development.” Finally, socialism achieves proportional develop- 
ment through a plan. Therefore, to engage in socialism, it is necessary to implement a 
planned economic system. 

Proportional development is a general law of economic development. To survive and 
develop, people have to produce. Hence, the fundamental purpose of social production is 
to meet human needs. People achieve the goals of the social production with different 
methods as human society develops through various historical stages. In the stage of 
the self-sufficient petty commodity production, human needs can be met by self-pro- 
duction or simple exchange. After we enter into the arena of socialized production 
based on large-scale mechanized industry, the social division of labor is highly developed, 
and production needs to meet two different types of demand: consumer demand and 
production demand. 

Consequently, social production has various divisions, sectors, and industries. For 
production to progress smoothly, we must maintain a particular proportional relation- 
ship in social production between a wide range of departments, sectors, and industries. 
This proportional relationship essentially is the balance between production and 
demand. In other words, it is an objective requirement of economic development or 
an objective law to maintain various proportional relationships of social output or to 
keep a balance between social production and social demand. 

How do we follow the law of proportional development or harmonious development 
balanced between production and demand? Competitive capitalism achieves it spon- 
taneously. Capitalism is a market economy based on private ownership of property. 
The market regulates the operation of the capitalist economy by allocating resources 
to different sectors and industries and meets various needs through mechanisms such 
as price, supply and demand, and competition. On the one hand, this method of resource 
allocation has greatly enhanced rapid economic development so that “the bourgeoisie, 
during its rule of scarce one hundred years, has created more massive and more colossal 
productive forces than have all preceding generations together” (Marx and Engels [1848] 
2010, 489). On the other hand, it often leads to an imbalance in the various proportional 
relationships required by socialized large-scale production and in the ratio of production 
and consumption. Since 1825, economic crises with a relative overproduction have 
periodically erupted, and equilibrium was regained in various proportions by wasting 
a vast amount of social wealth. Based on these economic facts, Marx and Engels put 
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forward their profound critique of capitalism. At the same time, they prefigured that in a 
future society where the means of production are shared, people would consciously fol- 
low economic laws. Marx pointed out that “this necessity of the distribution of social 
labour in specific proportions is certainly not abolished by the specific form of social pro- 
duction; it can only change its form of manifestation” (Marx [1868] 2010, 68; italics in the 
original). History has proven that the capitalist society’s spontaneous realization of econ- 
omic law, which employs the market economy to distribute social labor, cannot be suit- 
able for the development of productive forces. Hence, the future society will replace the 
anarchy of production with a conscious organization of the social production, achieving 
proportional economic development in a planned way. 

Marx and Engels’s prediction of future social and economic development has a solid 
scientific foundation. Hence, Marxist political parties naturally follow this prediction 
after establishing the socialist system. After the October Revolution, the Soviet Union 
explored various policies, including the New Economic Policy, eventually forming a 
highly centralized planned economic system. Under this system, the Soviet Union 
achieved rapid development and even created the so-called miracle of economic develop- 
ment. According to the statistics from the Soviet Central Bureau of Statistics, the gross 
industrial product of the Soviet Union, during the first three five-year plans from October 
1928 to June 1941, known as the period of socialist industrialization in the Soviet Union, 
increased 8.52 times compared with the peak level of the Russian Empire in 1913, among 
which heavy industry increased 15.54 times and light industry 4.97 times. These numbers 
show tremendous growth speed and fantastic outcomes. In contrast, after nearly eight 
years of New Economic Policy that ended in 1928, the gross industrial product of the 
Soviet Union was only 1.32 times the level in 1931, and heavy industry was 1.55 times 
and light industry 1.2 times, respectively. Although the proportion of light and heavy 
industries was more balanced, the overall growth was relatively slower. By the beginning 
of 1941, the volume of railway transportation of the Soviet Union had increased by 6.32 
times, total infrastructure investment by 8.53 times, and the gross product of agriculture 
(considered to be the weakest sector of the Soviet Union) 1.64 times, compared with var- 
ious data in 1913." It took the Soviet Union only about 13 years to complete the historic 
transition from a backward agricultural country to an advanced industrial country. In 
comparison, it took Britain nearly 80 years to complete the Industrial Revolution and 
almost another 80 years to achieve its industrialization. Especially during the global crisis 
of 1929-1933, the capitalist world was in depression, but the Soviet Union’s economy 
maintained rapid growth. During the period of the “First Five-Year Plan” from 19297 
to 1932, the annual growth rate of gross industrial product reached 19.2%, and the annual 
growth rate of national income was 16.2%. During the period of the “Second Five-Year 
Plan” from 1933 to 1937, the annual growth rates of gross industrial product and national 
income were 17.1% and 16.2%. During the three years of the “Third Five-Year Plan” from 
1938 to 1940, the annual growth rates of gross industrial product and national income 
were 13.2% and 10%, respectively.’ After the Second World War, the Soviet Union 
arranged effective planning and entered a period of rapid economic recovery. By 1950, 
its economy had recovered and began to exceed the pre-war levels of economic develop- 
ment. In 1954, the gross industrial product of the Soviet Union was 24.28 times as that in 
1913, among which the production of heavy industry was 52.77 times,* and the gross 
national income 15.3 times. The success of the Soviet Union provides the experiences 
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from which other socialist countries, including China, can learn. In other words, the 
experiences of the Soviet Union prove that socialism can help achieve proportional 
and exceptional economic development through planning. 

Given the theoretical guidance of basic Marxist principles and practical experiences of 
the Soviet Union, China naturally chose to implement the planned economic system. 

The economic system is closely related to the strategy of economic development. 
Different economic systems support the different strategies of economic development. 
The extent to which a country’s economic system fits its strategy of economic develop- 
ment determines and influences the extent to which the strategy can be successfully 
implemented. Three aspects of China’s strategy of economic development are the objec- 
tive reasons that China chose a planned economic system. These aspects are achieving 
industrialization, prioritizing the development of heavy industry, and starting industri- 
alization from a low development level. 

The Chinese nation, since modern times, has aimed to realize the nation’s great reju- 
venation. Ever since the Communist Party of China (CPC) was founded, it has shoul- 
dered this historical mission without hesitation. Industrialization must be the first step 
in realizing the great rejuvenation of the Chinese nation. On the eve of the founding 
of the People’s Republic of China (PRC), the Second Plenary Session of the 7th Central 
Committee of the CPC proposed to change China from an agricultural country to an 
industrial country. Since then, China has consistently pursued the goal of becoming 
an advanced socialist industrial country. The CPC has put forward the strategic objec- 
tives such as “changing China from a backward agricultural country to an advanced 
socialist industrial country,” “building modern industry, modern agriculture, modern 
transportation, and modern defense,” “building China into a strong socialist country 
with modern agriculture, modern industry, modern defense, and modern science and 
technology.” 

How do we achieve industrialization? Nations in history have tried two ways. The first 
one is represented by the United Kingdom, which started industrialization by first devel- 
oping light industry. The second one is represented by the Soviet Union, which priori- 
tized the development of heavy industry in the stage of economic catching-up. China 
chose the path of first developing heavy industry because of Lenin’s theory of prioritizing 
manufacturing of means of production and because of the successful practices of the 
Soviet Union. 

Most importantly, China chose this path because of the real situation at the time. The 
newly-founded PRC faced a series of Cold War blockades of the Western societies led by 
the United States, such as embargoes, freezes, and sanctions. To survive, the newly-born 
republic must have strong national defense and must first develop heavy industry. At that 
time, China’s industrial base was extremely backward.’ When China restored its dom- 
estic economy in 1952, the proportion of modern industry in the total industrial and agri- 
cultural output value was only 26.6%, and the percentage of heavy industry in the total 
industrial output value was only 35.5%. Per capita output of many essential industrial 
products in China was much lower than that of the United States and India. For example, 
per capita steel outputs of the United States and India were 538.3 and 4 kg, and China’s 
number was 2.37 kg; per capita power generation of the United States and India was 2949 
kWh and 10.9 kWh, China’s figure was 2.76 kWh (Li 2014). Also, China’s infrastructure 
was extremely backward. For instance, China’s total railway mileage was only 22,900 
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kilometers, and its per capita railway mileage was only 9.8 centimeters. Besides, its high- 
way mileage was 126,700 kilometers, and its per capita highway mileage was only 20 
centimeters (National Bureau of Statistics 1999). Furthermore, most of the railway and 
highway were either in poor condition or severely damaged. Having the world’s largest 
population, China then faced the great challenge of changing from a backward agricul- 
tural country to an advanced industrial country. At the same time, China’s agriculture 
was deficiently mechanized. Its industries were extremely underdeveloped, and its 
defense industry almost did not exist. Despite all the above, China had to defend its 
sovereignty. 

Under these conditions, China would undoubtedly choose a planned economic system 
to ensure the realization of its strategic goals of development. With such unusually scarce 
resources, China can take advantage of “concentrating the strengths on achieving signifi- 
cant goals” only by concentrating limited human, material, and financial resources. All 
developing countries tend to carry out heavy industrialization, heavy capital, and sub- 
stantial planning in their economic development in the postwar era. In addition to indus- 
trial backwardness, China had a huge supply gap in education and medical care. All the 
above production areas required strong intervention by the state at the macro level. In 
these areas, every individual can face a real problem at the micro-level. At the beginning 
of the founding of the PRC, it met many urgent issues that shared a broad commonality 
at the individual level. These issues all belonged to the category of “public goods” or 
“quasi-public goods,” having strong externalities. As a result, the market could not pro- 
vide the optimal quantity for solving these issues. So, the government needed to coordi- 
nate the allocation of social resources to resolve these issues. China’s subsequent practice 
demonstrated that the cost of providing these public or quasi-public products by the gov- 
ernment was low, and the effect was substantial.° 

Marx claimed early on that “men make their own history, but they do not make it just 
as they please; they do not make it under circumstances chosen by themselves, but under 
circumstances directly encountered, given and transmitted from the past” (Marx [1852] 
2010, 103). Therefore, China’s implementation of the planned economy was an inevitable 
choice based on the conditions, the level of development, and the level of understanding 
at the time. 


2. Historical Achievements of China’s Planned Economic System 


After China successfully implemented a reform of the economic system, some people set 
the two historical periods before and after the reform against one another,’ evaluating the 
planned economic system and the development under such a system with a negative 
point of view. Therefore, to correctly understand the planned economy and the planned 
economic system, we must comprehensively account for the achievements made during 
the period of the planned economy. We also need to understand the implications of these 
achievements for the development after the reform and opening-up. 

The first achievement is the rapid development of China’s economy. After the 
founding of the PRC, China first went through the period of economic recovery and 
the Korean War and then began the large-scale socialist construction in 1953. China 
subsequently experienced severe setbacks during the Great Leap Forward and the Cul- 
tural Revolution. Despite these obstacles, the Chinese economy still achieved rapid 
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development. From 1952 to 1978, China’s average annual growth rate of industrial and 
agricultural output was 8.2%, and the average annual growth rate in industrial pro- 
duction was 11.4%. The constant-price GDP increased from 67.9 billion yuan in 
1952 to 322.27 billion yuan in 1978, which means an annual growth rate of 6.17%. 
Per capita GDP also increased from 119 yuan in 1952 to 336 yuan in 1978, with a 
yearly growth rate of 4.07% (Figures 1 and 2).° 

The second achievement is that the production of essential industrial and agricultural 
products increased dramatically. From the start of the “First Five-Year Plan” in 1953- 
1976, it was a 20-year rapid growth period for the national industrial and economic sys- 
tem. This period was characterized by “starting from scratch, and from weak to strong.” It 
was a critical period that laid the foundation for the leap-forward development after the 
reform and opening-up. During this period, the production capacity of major industrial 
and agricultural products experienced rapid growth. The steel production increased from 
0.16 million tons in 1949 to 20.46 million tons in 1976. Electricity power generation grew 
from 4.3 billion kWh in 1949 to 203.1 billion kWh in 1976. The production of crude oil 
increased from 0.12 million tons in 1949 to 87.16 million tons in 1976, and the production 
of coal changed from 32 million tons in 1949 to 483 million tons in 1976 (The Office of the 
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Figure 1. China’s GDP and industrial output (1953-1978). 
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Figure 2. Growth rates of China’s GDP and industrial output. 
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Central Leading Group on Financial and Economic Affairs 1999, 6, 283). The number of 
automobiles produced increased from 100 in 1955 to 135,200 in 1976. The total grain out- 
put increased from 226.36 billion shijin’ in 1949 to 572.61 billion shijin in 1976, and the 
grain yield per mu’? increased from 137 shijin in 1949 to 316 shijin in 1976. Similarly, the 
total cotton output increased from 8.888 million quintals in 1949 to 41.109 million quin- 
tals in 1976, and the cotton yield per mu increased from 22 shijin in 1949 to 56 shijin in 
1976 (Editorial Committee of China Agricultural Yearbook 1981, 35, 36). 

The third achievement is that China’s society developed very well. The total popu- 
lation of the country increased from 541.67 million in 1949 to 937.17 million in 1976. 
In the same period, the per capita grain supply increased from 418 shijin to 615 shijin. 
The increase in grain production not only supported 400 million more people but also 
enabled the per capita grain supply to increase by nearly 200 shijin. The national mor- 
tality rate dropped from 20 per thousand in 1949 to 7.29 per thousand in 1976. The aver- 
age life expectancy increased from 35 years in 1949 to 57 years in 1957 and to 68 years in 
1976. So, the average life expectancy of the population has increased by more than 30 
years from 1949 to 1976."" 

CPC General Secretary Xi Jinping pointed out that it would be difficult for the reform 
and opening-up to happen without the establishment of a new China in 1949 and a 
socialist revolution and construction. The socialist planned economy accumulated not 
only the necessary ideological, material, and institutional resources but also both positive 
and negative historical experiences. The development of the planned economic system 
laid an essential foundation for the development after reform and opening-up. I discuss 
the five aspects of this foundation as follows. 


(1) The foundation of industrialization. One of the essential achievements in the planned 
economy era was the building ofa relatively independent and complete industrial sys- 
tem. Rather than a set of workhouses of manual labor, the industrial system means 
systematic production according to the rules of the industrialized production. It 
forms a socialized “organized machine system” based on the social division of 
labor. In the early days of the PRC, it established the goal of realizing the socialist 
modern industry, building 156 major projects and more than 690 key projects. In 
1964, China planned a “two-step” strategy, intending to develop an industrial system 
and a national economic system by 1980. After 1964, China’s industrialization pro- 
gressed rapidly for 15 years. In 1980, China had built “a relatively independent indus- 
trial system” and became the third country with a complete independent industrial 
system after the United States and the Soviet Union. In 1952, the relative proportion 
of the value-added of China’s three industries was 50.5:20.8:28.7. Then in 1976, the 
percentage was 32.4:45:22.6 (National Bureau of Statistics 1999). China ensured the 
independence and autonomy of its economy by following the strategy of prioritizing 
the heavy industry and by enjoying the results of this strategy. This strategy also laid 
the foundation for the overall development of the national economy. Without indus- 
trial development, it would be difficult to see meaningful growth in agricultural 
machinery, agricultural fertilizers, farmland water conservancy facilities, agricultural 
output, and overall agriculture. It would also be impossible to raise the production of 
light industrial products, improve people’s material living standards, and develop the 
transportation and defense industry. 
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(2) The foundation of infrastructure. From 1952 to 1978, China significantly promoted 
infrastructure construction. During this period, the mileage of railway track in use 
more than doubled from 22,900 kilometers to 51,700 kilometers, with an annual 
growth rate of 3.2%. The mileage of highway traffic changed from 126,700 kilometers 
to 892,000 kilometers, growing more than 7 times with an annual growth rate of 
7.8%. The growth rates of railway and highway mileage during this period were 
higher than those (2.3% and 4.47%'”) in the 39 years after the reform and open- 
ing-up. In the same period, from 1949 to 1978, China carried out large-scale 
water conservancy construction projects, building 86,000 large and medium reser- 
voirs. The annual growth rate in the number of reservoirs is 15.7%. The total 
water-storage capacity increased from 20 billion to 400 billion cubic meters, with 
a yearly growth of 10.9%. Today, these reservoirs are still functioning, supplying 
90% of China’s urban population with drinking water.'? China’s substantial 
advancement in infrastructure in the era of the planned economy laid the foundation 
for the rapid economic development and urbanization after the reform and opening- 
up (Figure 3). 

The foundation of high-quality human resources. In the era of the planned economy, 
China accumulated high-quality human resources, which yielded a demographic 
dividend for the period following the reform and opening-up. At the start of the 
PRC, China’s population size was huge, but more than 80% of the population was 
illiterate. Less than 14% of the population had primary education or above, and 
less than 1% of the population had secondary education or above. The average life 
expectancy was only 35 years old (The State Council Information Office 2017). To 
reduce the severe shortage of high-quality human resources, the Chinese govern- 
ment launched four large-scale literacy campaigns and increased investment in 
medical care and basic education. The illiteracy rate of the Chinese population fell 
to 35% in 1964 and below 25% in 1979 (Jin 2009, 19). These improvements not 
only promoted China’s economic and social development at the time but also accu- 
mulated a large amount of high-quality human resources for rapid economic growth 
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after the reform and opening-up. Starting in 1978, the implementation of the house- 
hold responsibility system liberated a large number of farmers from the land. They 
began to flood into the cities and formed a large group of migrant workers. Farmers 
who obtained basic literacy from years of literacy campaigns possessed the skills for 
surviving in the cities and were able to receive further skill-training. The emergence 
of migrant workers has solved the problem of severe labor shortage in the southeast 
coast in the early days of reform and opening-up. Today, this group is still a vital 
force to promote China’s economic development, remaining the source of China’s 
demographic dividend. 

The foundation of technological development. In the era of the planned economy, 
China’s rapid development of science and technology safeguarded a peaceful devel- 
opment. China successfully detonated its first atomic bomb in 1964 and its first 
hydrogen bomb in 1967, and successfully launched its first manmade satellite, Dong- 
fanghong-1, in 1970. Then, in 1971, the UN General Assembly passed Resolution 
2758 to restore the legal seat of the PRC in the United Nations, replacing the Repub- 
lic of China as a permanent member of the United Nations. China successfully tested 
its first recoverable artificial earth satellite in 1975. It successfully launched its first 
intercontinental missile in 1980. These achievements help establish the political sta- 
tus of China in the international community, gain a relatively peaceful environment 
for China’s development, and still benefit China today. 

The foundation of institution and ideology. Before the reform and opening-up, China 
established and developed the basic socialist system, which can be considered the big- 
gest and most significant social change in the Chinese history. It provides the insti- 
tutional foundation for all development in modern China and serves as an essential 
prerequisite for the institutional innovation in socialism with Chinese characteristics. 
In the era of the planned economy, China arduously explored the road of socialist 
development, accumulated a wealth of experience, and left profound lessons. China 
can greatly learn from the successes and failures of the planned economy. Both the suc- 
cesses and failures provided an important ideological basis for the period after reform 
and opening-up. They also lead to the creation and development of socialism with Chi- 
nese characteristics. General Secretary Xi Jinping pointed out that the socialist con- 
struction of these two historical periods differs significantly in their ideological 
guidance, policies, and practices. The two periods, however, are by no means separate 
from each other. They are not fundamentally different from each other. In the first 
period, the CPC put forward many correct propositions in the practice of socialist con- 
struction, which were not really implemented at the time. But, they were implemented 
after the reform and opening-up, and they will still be upheld and developed in the 
future. 


3. The Transformation from the Planned Economy to the Market 
Economy: Theory and Practice 


Someone might ask why we need the reform and opening-up if the planned economic 
system had such a large and positive effect. I want to make it clear that when affirming 
the achievements of China in the period of planned economy and their fundamental 
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contribution to the accomplishment of the period after the reform and opening-up, I do 
not oppose the reform and opening-up and the socialist market economic system. 

The success of the planned economic system under certain conditions does not con- 
tradict with a systematic reform of it. The planned production envisaged by Marx is the 
outcome of a society of community of free individuals under the condition that pro- 
ductive forces are highly developed. Socialism, in reality, still faced a backward level of 
economic and technological development and a very underdeveloped commodity econ- 
omy, which was true for both the Soviet Union and China. Marx revealed that social pro- 
duction based on a developed division of labor must maintain a certain proportion of 
relations. In general, people agree with this economic law revealed by Marx. People 
are also aware of the fact that spontaneous violation of this law in the capitalist market 
economy leads to a huge waste of social wealth. These facts are precisely the reasons why 
capitalism moved from the mostly unregulated market economy to the market economy 
with state intervention after the Great Depression and after observing the early success of 
the Soviet planned economy. 

Nevertheless, many people oppose and criticize the planned economic system because 
of its inefficiency, which is caused by two shortcomings of the planned economic system. 
First, the cost of information search and transmission is high. In the large-scale social 
production with a relatively developed division of labor, the supply side faces a vast num- 
ber of production options, and the demand side has a complicated, diverse, and rapidly 
changing consumption structure. The links between producers and consumers are exten- 
sive and complex. The planned economic system lacks horizontal linkages and effective 
feedback mechanisms. It needs to transmit economic information vertically using orders 
from the superior to the subordinate and reports from the subordinate to the superior. 
The distance of transmission is significant, and the channel of information is narrow. 
Information delay and congestion often happen, and even distortion of information is 
not rare. Furthermore, the production unit cannot respond flexibly to complex and chan- 
ging demand conditions and technical changes since it cannot directly obtain infor- 
mation about demand and technology. Second, there is a lack of enduring incentive 
mechanisms. The prominent feature of the planned economic system is highly centra- 
lized management and the exclusion of market mechanisms. In a planned economic sys- 
tem, the entire society is a unified economic organization. The government makes 
decisions for economic operations and resource allocation, and the enterprises execute 
the government’s orders, being the production units and “workshops” inside the “big fac- 
tory,” the society. Instead of being economic organizations, the enterprises are, to no 
small extent, administrative organizations that are subordinate to higher government 
departments. As a result, their operation and production do not have appropriate and 
lasting incentives and constraints. 

Therefore, theoretically speaking, we need to satisfy two conditions to achieve efficient 
proportional production through planning. First, we have highly developed technology, 
which can effectively solve the problem related to the efficiency of information trans- 
mission between the production side and the demand side. The second condition is 
that people can motivate and regulate themselves and consciously devote themselves 
to social production. This condition requires highly developed social production and 
highly developed people (when working becomes the first need for humans). In reality, 
socialism had its early successes in countries with backward levels of economic and 
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technological development and without the above conditions for planned production. 
How do we explain the initial successes of the planned economic systems in those social- 
ist countries? There are two reasons. On the one hand, the social division of labor and the 
commodity economy was not well developed in the early days of the Soviet Union and 
China. These countries had the simple structure of production organizations because 
these countries had to prioritize large projects on a large scale. For constructing these 
projects, precise tasks and simple guidance were enough for sound information trans- 
mission. When producing consumer products, these countries had to prioritize meeting 
the basic survival needs of their population, again leading to simple structure in the enti- 
ties that produced consumer products. As a result, the information asymmetry in the 
relationship between production and demand was not very severe. On the other hand, 
at that time, an individual’s significant welfare was the establishment of a new social sys- 
tem, and an ordinary person can be well incentivized by getting liberated and being a 
master of himself or herself. There was strong unity between personal interests, interests 
of units (microeconomic organizations), and national interests. 

Therefore, when a large, backward, and developing country just established the 
planned economic system and began to advance its industrialization, it had to prioritize 
the development of heavy industry and produce the means of production. At this time, 
the tasks of production were clear and straightforward, and there was no need for the 
complex information transmission system. The workers were politically enthusiastic 
because they became the masters of themselves. The political enthusiasm turned into a 
huge incentive mechanism for the planned economic system. At this stage of economic 
development, a planned economic system could not only overcome the market economic 
system’s problems of disorderly production, decentralized power, and waste of resources 
but also concentrate power and resources to achieve major goals. So, the planned econ- 
omic system was the only correct choice for the large, poor, and backward country in the 
early stages of economic development or industrialization. Such a country could take full 
advantage of concentrating power and resources for significant goals and quickly laid the 
foundation of its national economic system. This theoretical logic is consistent with the 
practice of the Soviet Union and China in the early stage of the planned economy. The 
Soviet Union implemented a planned economic system to enable it to complete its indus- 
trialization quickly, and China implemented a planned economic system to create a mira- 
cle in the history of human economic and social development, which is the first miracle 
after the founding of the PRC." 

The conditions for the planned economic system, however, changed over time. When 
the priority of manufacturing of “means of production” transformed to the priority of 
fully satisfying the material and cultural needs of the people, the information structure 
required for social production became more and more complex. Also, the demand for 
information was increasing, and the sources of information were becoming more dis- 
persed. As a result, the planned economic system faces more severe problems of incom- 
plete information, which led to lower production efficiency. At the same time, the 
incentive effect of the newly established socialist system declined over time. These 
changes led to a reduction in total labor productivity after a period of high growth. 
The planned economic system mostly lost its initial vitality by ignoring commodity pro- 
duction, the law of value, and the role of the market and by promoting extreme egalitar- 
ianism in distribution. The enterprises and the mass of workers subsequently lost their 
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enthusiasm, initiative, and creativity. Then, it was necessary to promote market-oriented 
reforms and gradually establish a socialist market economic system, which should adapt 
to the transformation of the central task of social production—from developing heavy 
industry to vigorously growing light industry. This theoretical logic is consistent with 
the practical experiences of the Soviet Union and China. The Soviet Union did not 
implement the market-oriented reforms in time and failed. At the same time, China pro- 
moted market-oriented reforms in time to create the second miracle of the economic 
development of the PRC.” 

Starting in the late 1970s, China’s reform of economic system aimed to increase mar- 
ket factors continuously in a market-oriented reform and finally to establish the goal of 
socialist market economic system reform. The reform that began in 1978 aimed to 
achieve the “decentralization of power and profit” by following the logic that production 
development must rely on well-motivated micro subjects. Reforms in the rural areas 
increased agricultural output and promoted the development of the commodity econ- 
omy. They also liberated agricultural labor from land to support township enterprises 
and urbanization. A primary form of rural reform was the household responsibility sys- 
tem. Enterprise reforms aimed to enhance the vitality of traditional public-owned enter- 
prises. They sought to turn these entities into independent producers and operators of 
commodities. These reforms further promoted the development of market systems 
and market mechanisms. The method of macro-economic management also shifted 
from direct to indirect intervention. 

Reform practice promoted the development of theory. Previous theories held that a 
socialist country ought to implement a planned economic system, while the market econ- 
omic system is a fundamental attribute of capitalism. It was both theoretically and prac- 
tically controversial for a socialist country to aim to establish a market economic system. 

Deng Xiaoping fundamentally lifted the ideological restraint of using the choice 
between a planned economy and a market economy to characterize and categorize a 
country’s social system.’° There has been a constant theoretical and practical exploration 
of the relationship between planning and market ever since the start of socialism. Lange 
and Hayek heatedly debated this relationship in the 1930s. The reforms in the Soviet 
Union and Eastern Europe in the 1950s and 1960s aimed to solve the relevant issues 
in this relationship. In 1992, China targeted a socialist market economy system in its 
reform, clearly stating that the market should play a fundamental role in the allocation 
of resources under the macro-control of the socialist country on its economy. The reform 
also emphasized that the market economy and the socialist system are compatible. Since 
then, China has begun a magnificent journey of establishing and improving the socialist 
market economy. The development of the socialist market economy has also brought 
about tremendous changes in China. 


4. Theoretical Explanation of China’s Economic System Reform 


Deep changes have taken place in China’s economic system since the reform and open- 
ing-up. The socialist market economic system has been established and continuously 
improved, diverse subjects market with public ownership playing a dominant role and 
different economic sectors developing side by side has formed, a unified, open, competi- 
tive, and orderly market system has been continuously improving, and macro-control 
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and governance capability of the government have been continuously enhanced. China’s 
improved institutional mechanisms have been a driving force and an institutional guar- 
antee for China’s economic development. These mechanisms have also helped China rea- 
lize the achievements of the economic growth that are globally recognized. These 
achievements have pushed China’s economic strength, scientific and technological 
strength, national defense strength, and comprehensive national strength into the fore- 
front of the world. As a result, China’s international status has risen to an unprecedented 
high level. Finally, these achievements laid a solid economic foundation for building a 
moderately prosperous society in all aspects, achieving modernization, and realizing 
the great rejuvenation of the Chinese nation. We can examine these achievements in 
three dimensions. 


(1) Rapid economic growth. China’s GDP increased from 322.27 billion yuan in 1978 to 
91.9 trillion yuan in 2017, consistently ranking second in the world after 2010. Chi- 
na’s GDP accounts for an increasing proportion of the entire world economy, which 
is up to 15% in 2017. China’s contribution to the world economic growth has been 
over 30% on average. Furthermore, China’s production capacity has increased sig- 
nificantly. China now possesses all the industrial categories listed in the United 
Nations industrial classification. It has formed a relatively complete modern indus- 
trial system. The country’s output quantity ranks first in the world for more than 200 
industrial products, and most industrial products occupy a significant share in the 
international market. China has a world-leading infrastructure. Also, China’s total 
mileage of expressway in operation ranks first in the world, and its total mileage 
of railways ranks second in the world. Additionally, China’s total mileage of high- 
speed railway in operation ranks first. Finally, seven of the world’s top ten ports 
by cargo throughput are in China.’” 

(2) Economic structure continuously optimized and improved. China’s proportion of 
the three industries changes from 27.7:47.7:24.6 in 1978 to 7.9:40.5:51.6 in 2017. Chi- 
na’s total investment in research and development has ranked second in the world 
since it surpassed Japan’s in 2013. Also, China’s intensity of research and develop- 
ment investment has reached the level of middle developed countries, and its con- 
tribution rate of scientific and technological progress has reached 57.5%. China’s 
goods trade and service trade rank first and second in the world, respectively, 
while its foreign direct investment and oversea investment rank the top three. 
Finally, both the number of outbound tourists and the expenditures of outbound 
tourism rank first in the world, and China itself is the fourth largest tourist destina- 
tion in the world.'® 

(3) People’s living standards continue to improve. Chinese people’s livelihood has con- 
tinued to develop. Although China’s population increased by nearly 400 million, its 
gross national income per capita jumped from less than $200 to $9,000. The Engel 
coefficients of urban and rural residents fell from 57.5% and 67.7% in 1978 to 
28.6% and 31.2% in 2017, respectively. In 2017, the poverty incidence dropped to 
3.1%, and China’s contribution to global poverty reduction exceeded 70%. China 
raised the most number of people out of poverty in the world and is the first country 
in the world to complete the United Nations’ Millennium Development Goals. Fur- 
thermore, China’s social pension insurance covered more than 900 million people in 
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2017, and its basic medical insurance covered 1.35 billion people. As a result, China 
has the world’s largest social security network. Besides, the gross enrollment rate of 
universities in China has reached 43.4%, the level of upper-middle-income countries. 
China’s average life expectancy has reached 76.7 years.’” 


China, of course, encountered many problems in its reform and development. These 
problems include the imbalance in development, the low quality and efficiency of devel- 
opment, the weak ability to innovate, underdeveloped real economy in some areas, heavy 
responsibilities in environmental protection, many shortcomings in the field of people’s 
livelihood, the arduous task of poverty alleviation, the gap between urban and rural 
development, income inequality, and many problems that the people face in employ- 
ment, education, medical care, housing, and pensions. 

People, in general, have objective and rational views on the achievements and pro- 
blems of China’s economic development after the reform and opening-up. But, two 
extreme views are worth noting. According to one view, the reform and opening-up 
and the market economy system can fully account for the achievements of China’s econ- 
omic development. This view even completely denies China’s development achievements 
before the reform and opening-up. This point of view attributes the current problems in 
China’s reform and development to the incompleteness of the market economy. To com- 
prehensively deepen the reform, China must implement a “complete and true” market 
economy. The other view completely attributes China’s achievements of economic devel- 
opment to the traditional socialism to which we have always adhered. The problems in 
China’s reform and development are caused by excessive reform and opening-up and 
marketization. To comprehensively deepen the reform, China has to strengthen socialist 
planning and control. 

Over the past 40 years, China has successfully implemented market-oriented reforms. 
But, can we completely attribute the success of China’s economic reform and develop- 
ment to the market economy system alone? The answer is obviously no. The market 
economy system was not invented by China but by Western developed countries, 
where the market economy system did play an essential role in their continuous econ- 
omic development. Many other factors, however, made these developed countries “devel- 
oped.” Two of these factors are depriving domestic workers of labor and plundering 
resources from colonial nations. When the capitalist world system was forming, devel- 
oped countries were rapidly developing, and developing countries were not. In the capi- 
talist world system, many underdeveloped countries cannot achieve rapid development 
with the market economy system alone. After the end of World War II, most developing 
countries and regions implemented market economic systems. These countries, however, 
did not leap from low-income countries to high-income countries. Some of them became 
middle-income countries but fell into the so-called middle-income trap.”° 

Can we attribute the success of China’s economic system to the traditional socialist 
system? The answer is also no. Because China reformed the conventional economic sys- 
tem in the past 40 years, it has developed the market economy while maintaining the fun- 
damental characteristics of socialism. The establishment of new institutions and 
mechanisms in China has led to rapid economic and social development. Over the 
past 40 years, the “market economy” has provided China with economic impetus and 
vitality. At the same time, “socialism” has provided China with necessary institutional 
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guarantees and enabled China to follow robust economic laws. Consequently, China has 
not experienced large cyclical economic fluctuations in economic development, having 
maintained stability without significant volatility in the Asian financial crisis in 1997 
and the global financial crisis in 2008. 

If we understand that both the planned and market economic systems lead to China’s 
great successes in economic development and reform, we can also know that these two 
systems also caused the problems in China’s growth. Objectively speaking, we know that 
every economic system has its advantages and disadvantages. Planned economic system 
has advantages and disadvantages, and so does the market economic system. The goal of 
comprehensively deepening reform is to improve the socialist system with Chinese 
characteristics, modernize the country’s governance system and governance capabilities. 
To achieve this goal, China needs to improve the socialist market economic system by 
letting the market play an essential role and improving the socialist economic system. 


5. Conclusion and Additional Ideas 


Here, I conclude and offer some additional ideas. 

First, the planned economic system is not useless. The planned economic system will 
be very powerful if used properly. We can observe from the practice of the Soviet Union 
and China that the planned economic system significantly promoted the economic devel- 
opment of these two countries when they first established socialist economic systems. 
The planned economic systems helped lay the foundation for the industrialization of 
these countries and helped build and maintain the fairness and justice in these countries’ 
political and social systems. Furthermore, they have promoted the all-around develop- 
ment of man. Hence, the Soviet Union and China entirely took the advantages of the 
planned economic system to concentrate their strengths on achieving significant goals, 
creating miracles of economic and social development. The two shortcomings of the 
planned economic system, however, can lead to problems under certain historical con- 
ditions, which must be resolved through timely reform. 

Second, the market economic system is not the source of all evils. The most significant 
advantage of the market economic system is that it can fully mobilize and stimulate the 
enthusiasm and creativity of social subjects and subsequently promote the rapid increase 
of social wealth. We learn from the experiences of China’s reform that the socialist mar- 
ket economic system has comprehensively supported China’s economic development 
and all-around national strength, laying the foundation for the great rejuvenation of 
the Chinese nation. The market economic system, however, also has distinct disadvan- 
tages. The logic foundation of the market is to mobilize the enthusiasm and creativity 
of members of society by continually inspiring and satisfying the selfish desires of people. 
Such logic can lead to a disparity between rich and poor, deterioration in the ecological 
environment, degradation of cultural ethics, and even fall of values. Hence, we need to 
strictly control and regulate the market rather than let the market grow freely. 

Third, the planned economic system can promote the all-around development of the 
economy and society, especially the all-around development of man. It can better realize 
the superiority of the socialist system. The market economic system can better stimulate 
the self-interest, vitality, and creativity of the members of society and hence rapidly 
accumulate and expand the social, economic wealth, laying the foundation for the all- 
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around development of man. In the initial stage of industrialization, the poor and back- 
ward socialist powers must promptly establish an independent national economic sys- 
tem. They especially need to focus on building an industrial system and an 
agricultural system and lay the foundation for further sustained industrialization and 
overall social progress. At this stage, the socialist countries’ main tasks are the develop- 
ment of heavy industry and construction of significant projects. Hence, at this stage, a 
planned economic system is the best option. In the middle and later stages of industri- 
alization, the socialist countries’ main goals become the development of light industry 
and vigorously meeting people’s material needs and their needs in cultural life. To 
meet the diverse and rapidly changing needs of consumers as soon as possible, the social- 
ist countries’ best option at this time is to implement a market economic system. There- 
fore, the socialist countries’ ideal choice is first to implement the planned economic 
system and then carry out market-oriented economic system reforms at an appropriate 
time. The reforms ought to transform the planned economic system to the socialist mar- 
ket economic system, which can fully develop the strong points of both the planned econ- 
omic system and the market economic system and avoid their disadvantages. 

We need to be clear that the timing of the reform is critical. It can be neither too early 
nor too late. China succeeded in seizing the opportunity for reform in the direction of a 
socialist market economic system. At the same time, the Soviet Union failed to do that 
and missed the chance to make changes. China’s 100-year history has gone through 
the following processes: Marxism entered into China; China established the socialist 
society and the planned economic system; China then implemented the reform and 
opening-up and built a market economic system. All the processes are considered as 
the best path for the great rejuvenation of the Chinese nation. 

Fourth, the planned economic system is superior to the market economic system if its 
disadvantages can be overcome relatively well. As the information technology revolution 
advances, a country can more easily overcome the shortcomings of inadequate infor- 
mation, incomplete information, and delayed transmission of information and better 
strengthen incentive compatibility in management. As a result, the planned economic 
system can eventually overcome its main disadvantages. Because the contemporary capi- 
talist system cannot overcome its fatal shortcomings, it is foreseeable that future human 
society will again broadly implement the planned economic system. 


Notes 


1. The growth rates here are calculated using the values of the Russian Empire in 1913 as the 
reference base. Due to the outbreak of the Soviet-German War, the data for 1941 are not 
available. We use data up to 1940. See PAD. ®©.1562. O.33. J].2310. JI.28 (Russian State 
Economic Archive, file 2310, catalog 33, RG 1562, 28). 

2. We use 1929 rather than 1928 because the “First Five-Year Plan” was not formally 
implemented until May 1929. 

3. See PrAD. ®.1562. On.33. 1.2310. JI.35, 45 (Russian State Economic Archive, file 2310, cat- 
alog 33, RG 1562, 35, 45). 

4, See PPADS. ®.1562. On.33. 11.2310. JI.40 (Russian State Economic Archive, file 2310, catalog 
33, RG 1562, 40). 

5. Mao Zedong once said: “What can we make now? We can make tables and chairs, can make 
tea bowls and teapots, can grow grain and ground it into flour, and can make paper. But, we 
cannot build a single car, airplane, tanker, or tractor” (Mao 1999, 329). 
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10. 
11. 
12. 
13. 


14. 


15. 


16. 


17. 


18. 


19. 


20. 


From the founding of the PRC to the beginning of reform and opening-up, the government 
planned and organized the building of large-scale water conservancy construction projects, 
large-scale national literacy campaigns, large-scale land reclamation, and large-scale scien- 
tific and technological research and development. The costs of these projects were fairly low, 
but the effects of them were large and positive. 

When discussing the period before the reform and opening-up, people often focus on the 
twists and turns that China encountered and the mistakes that China made during this 
period. Sometimes, people think of these twists, turns, and mistakes as the whole of the his- 
tory during this period. In fact, with the difficult exploration of this period, China also made 
great achievements. 

See National Bureau of Statistics (1998, 55). In addition, on the evening of December 17, 
1974, after accompanying Mao Zedong to meet with Zarie’s President Mobutu, Deng Xiaop- 
ing reported to Mao Zedong that the industrial output had increased by 1.9 times over the 
past ten years (1964-1974), with an annual growth rate of more than 11% and that this num- 
ber was fine. This fact shows that even in the middle of the Cultural Revolution, China’s 
average growth rate of industrial output was above 10% per year, which was a remarkable 
achievement. 

Shijin is a type of Chinese unit of weight measurement. One shijin is equal to 0.5 kg. 

Mu is a type of Chinese unit of land measurement. One mu is equal to 666.5 square meters. 
The data in this paragraph are from the National Bureau of Statistics (2019). 

Calculation is based on data from the National Bureau of Statistics (2017). 

Take Beijing as an example, Beijing’s drinking water is mainly from the Miyun Reservoir. 
The Miyun Reservoir was built between 1958 and 1960. Its total storage capacity reached 
the historical peak in 1994, 4.3 billion cubic meters. 

After studying the history of China’s economic and social development from 1952 to 1978, 
the author reached a surprising conclusion: In a short period of 26 years, China created a 
miracle of economic and social development that was rare in human history. It is reasonable 
to say that from the founding of the People’s Republic of China in 1949 to the present, China 
has created two miracles in the 70 years of economic and social development. The first is the 
miracle of the Mao Zedong era, and the second is the miracle since the reform and opening- 
up. The claim that “China’s national economy was on the verge of collapse right before the 
reform and opening-up” is not tenable. 

Looking at the practice and achievements of the 70 years of PRC’s economic development, 
we can clearly see that under the leadership of the CPC, the Chinese people have created two 
miracles in 70 years: the miracle before reform and opening-up and the miracle after the 
reform and opening-up. The former brought earth-shaking changes in politics, economy, 
society, and culture in the Chinese history, and the latter achieved the rapid development 
of China’s economy and greatly improved China’s overall national strength. 

As early as December 1990, in a conversation with Jiang Zemin, Yang Shangkun, and Li Peng, 
Deng Xiaoping proposed: “We must understand theoretically that the difference between 
capitalism and socialism is not a market economy as opposed to a planned economy. Socialism 
has regulation by market forces, and capitalism has control through planning. ... Youmustnot 
think that if we have some market economy we shall be taking the capitalist road. That’s simply 
not true. Both a planned economy and a market economy are necessary. If we did not have a 
market economy, we would have no access to information from other countries and would 
have to reconcile ourselves to lagging behind” (Deng 2001, 364). 

The data in this paragraph are from the National Bureau of Statistics (2019) and the World 
Bank (2019). 

The data in this paragraph are from the National Bureau of Statistics (2019) and the World 
Bank (2019). 

The data in this paragraph are from the National Bureau of Statistics (2019) and author’s 
own calculation. 

China’s total economic output in 1980 was almost the same as that in India, which was also a 
big developing country. In 1980, India’s GDP ranked 12th in the world, while China’s 
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ranked 13th. After taking US dollar exchange rate into account, the ratio of China’s GDP to 
India’s was about 1 in 1980 and about 5 in 2016. Russia, a socialist country that completely 
transformed to a capitalist one, spent 20 years to recover to the economic development level 
before the disintegration of the former Soviet Union. China’s total GDP was 92% of that of 
Russia in 1992, and China’s GDP was 8.7 times Russia’s GDP in 2016. The data used here are 
from the World Bank (2019). 
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